This study aims to examine whether the financial characteristics and human development index (HDI) are associated with the performance of local governments administration in Indonesia. The sample consists of 385 local governments classifying expenditures into operating and capital expenditures (Sample 1) and 53 local governments classified expenditures into direct and indirect expenditures (Sample 2). Regression result for Sample 1 indicate that special allocation funds (dana alokasi khusus, DAK) have a positive relationship with performance while general allocation funds (dana alokasi umum, DAU) and land expenditure are negatively related to performance. For Sample 2, revenue risk and DAU are negatively related to performance, whereas revenue sharing funds (dana bagi hasil, DBH) have a positive relationship with performance. Audit opinion and human development index are positively related to performance either for Sample 1 or Sample 2. These findings suggest that financial characteristics and human development index can be used as a consideration in determining financial policy and evaluation of local governments.
Introduction
Local government activities in carrying out its main function of providing good services to the community require adequate income and expenditure and require high-quality revenue and expenditures to achieve good performance. However, the phenomenon indicates that the financial characteristics of local governments vary, i.e. local governments may have relatively high or low revenue risks. The proportion of each type of regional expenditure of a local government may differ from that of other local governments. Another phenomenon indicates that local governments may face a situation of relatively high-quality human resources as demonstrated by the relatively high human development index, while other local governments can have a relatively low quality of human resources. Along with this, there are local governments that have high or very high performance, but there are also local governments that have low or moderate performance. The current study aims to examine whether there are linkages between financial characteristics and human development index with the performance of local government administration.
A previous study by Balaguer-Coll, Prior, and Tortosa-Ausina (2007) that examines the determinants of local government performance and find that allocative factors determine the inefficiencies of local governments. Eckardy (2007) who examines political accountability, fiscal conditions and local government performance finds that improving public services is influenced by a well-functioning decision-making process that allocates resources to prioritized areas to meet the needs of the wider community. Another previous study by Sutopo, Wulandari, and Adiati (2017) finds that e-government and audit opinions are positively associated with performance. Findings of Sutopo and Siddi (2018) show that capital expenditure has a positive association with performance under certain conditions. To contribute to the literature on local government performance, the present study investigates whether the financial characteristics and human development index of local governments are positively associated with performance. The financial characteristics include revenue risk, expenditures, and audit opinion. The study also tested whether the risk of revenue and expenditures, which are classified and unclassified, are linked to the performance.
Literature Review Performance
The performance of a local government shows how well the local government provides service activities to the community. In the present study, the performance of local governance is the achievement of the implementation of local government affairs as measured by inputs, processes, outputs, outcomes, benefits, and/or impacts. The performance of the regional government is regulated in Law Number 32 of 2004 concerning Regional Government which is replaced by Law Number 23 of 2014. The Law is followed by Government Regulation number 3 of 2007 and Government Regulation number 6 year 2008. Then, the law and the regulations become the basis of decision of the Minister of Home Affairs regarding the determination of the status and performance ratings of local government administrations conducted annually. The performance of this regional government administration is described in more detail in (Sutopo, Wulandari, & Adiati, 2017) .
Previous studies related to financial characteristics, human development index, and performance have been conducted with varying emphasis in the business sector as well as in the public sector. In the private sector, previous studies examined factors such as "representative bureaucracy" (Andrews et al., 2005) , family control (Allouche et al., 2008) , governance relating to performance (Kristoffersen, Gerrans, & Clark-Murphy, 2005) . In the public sector, Patrick and Trussel (2011) and Trussel and Patrick (2009) examine the linkage of financial characteristics with fiscal distress. Nurhidayati and Yaya (2013) found that the effectiveness of the budget and the special allocation fund have a positive effect on the proportion of capital expenditure. Gousario and Dharmastuti (2015) investigated and found that the ratio of regional financial independence is positively associated with the human development index. Niswaty, Mano, and Akib (2015) found that success in managing finance is related to the human development index that can be used as a proxy for local government performance.
Financial Characteristics and Performance

Revenue risks
In this study, the financial characteristics include revenues, expenditures, and audit opinion. Local governments have two main types of revenues: transfer revenues and local revenues. Large transfer revenues relative to locallygenerated revenues indicate the dependence of local governments on sources of funding from outside the local government, in this case, the central government. In contrast, substantial local revenues relative to transfer revenues indicate the independence of local governments in meeting local expenditure needs for local governance. The current study uses the amount of transfer revenues relative to local revenues that indicate the dependence of local governments on the source of transfer funds. This ratio also indicates the revenue risks for local governments because if a local government faces a decrease in transfer revenues, the local government should use relatively limited local revenues to meet local spending needs, and the high risk of revenue is a symptom of financial distress that affects the decline in service to the community (Patrick & Trussel, 2011) . Service to the community is a key function of local government. Therefore, the revenue risk is predicted to negatively associate with the performance of local government administration.
Transfer revenues from the central government consist of general allocation funds, special allocation funds, and profit-sharing funds. The general allocation fund is one of the types of government fund transfers (funds sourced from the state budget of revenues and expenditures) to local governments allocated for the purpose of equitable inter-regional financial capacity to fund regional needs in the context of decentralization. Specific allocation funds are funds sourced from the state budget allocated to certain regions with the aim of assisting in funding specific activities which are regional affairs and in accordance with national priorities. The revenue-sharing fund is a fund sourced from the state budget revenue and expenditure funds allocated to the regions based on certain percentage figures to fund regional needs in the context of decentralization implementation with the aim of improving the vertical balance between the center and the region taking into account the potential of the producing region. Because transfer revenue is classified into three types of transfer revenue, the revenue risk can also be specified according to the type of transfer revenue, which are the risk of revenue from the general allocation fund, the risk of revenue of the special allocation fund, and the risk of the revenue-sharing fund.
Expenditures
The next financial characteristic is regional government expenditures. Regional government spending in Indonesia can be classified into two types: (1) operating expenditure and capital expenditure, and (2) direct expenditure and indirect expenditure. Based on the first classification, operating expenses include personnel expenditures, goods expenditures, grant expenditures, social assistance expenditures, and financial aid expenditures, while capital expenditure consists of land expenditures, building expenditures, road, irrigation, and networks spending, as well as equipment and machinery spending. According to the second classification, direct expenditure is a regional expenditure activity that is directly related to the implementation of the program and activities of local government, e.g. personnel expenditure, goods and services expenditure, and capital expenditure, whereas indirect expenditure is regional expenditure activities that do not have any direct relationship with the implementation of programs and activities, such as personnel expenditure, interest, subsidies, grants, social assistance, profit sharing, financial assistance, and unexpected expenditure. Trussel and Patrick (2009) argue that local governments that spend relatively large administrative expenditures tend to have relatively low fiscal distress. Their research findings support the prediction. Patrick and Trussel (2011) suggest that capital expenditure can be used to measure "organizational slack" reflecting resource utilization capabilities and discretionary spending levels. Therefore, they argue that low levels of "organizational slack" show symptoms of "fiscal distress" and lead to a decline in public services. However, the results of their study do not support these predictions even they find the opposite results, ie capital expenditure positively associated with the decline in public services.
This study extends these previous studies using the ratio of capital expenditure to operating expenditure and the ratio (CAPEX) of direct expenditure to indirect expenditure (DIRECTEX). The first ratio indicates the ability of local governments to use funds that are beneficial in the long run relative to the use of funds for operating activities, while the second ratio shows the ability of local governments to fund programs or activities specifically designed to provide services to the community relative to funding for general activities not related to these specific programs. Either CAPEX or DIRECTEX is predicted to positively associated with performance.
Audit Opinion Audit opinion in this study is the opinion given by the Audit Board (Badan Pemeriksa Keuangan, BPK) which is a professional statement of the examiner regarding the fairness of financial information presented in the financial statements based on following criteria: (1) compliance with government accounting standards, (2) adequacy of disclosure (adequate disclosures), (3) compliance with laws and regulations, and (4) the effectiveness of the internal control system. This study examines the relationship between audit opinion and performance with different observations to confirm the findings of previous studies by Sutopo, Wulandari, and Adiati (2017) found a positive association between opinion and performance.
Human Development Index
Human development index (HDI) is a comparative measurement of life expectancy, literacy, education and living standards for all countries around the world. HDI can also be applied at the local government level. Local governments that have high HDI can reflect the quality of local government in terms of human resources of local government. The quality of local government employees is determined from the recruitment of employees. Mamogale (2014) found that employee recruitment patterns have a major impact on local government financial performance. Uche (2014) The quality of human resources can also be related to education spending. This is supported by the findings of which shows the relationship of primary education spending with chairpersons' professionalism. Human Development Index (HDI), in addition to financial characteristics, is predicted to be positively associated with performance.
From the view of institutional theory, the existence of laws and regulations relating to financial characteristics, human development index, and performance evaluation of local governance can be seen as a form of government responsibility in meeting the pressure from various parties on the performance of local government. Institutional theory in the context of the public sector has been used in previous studies such as in Brignall and Modell (2000) , Carpenter and Feroz (2001) , McLennan et al. (2014) . Risk of revenue should be negatively associated with performance, while capital expenditure and human development index should be positively associated with performance. However, there are still problems related to local government revenues and expenditures, which are shown in the audit results by the Audit Board, as well as the relatively low and varied quality of human resources among regions as can be seen from the human development index of each local government presented by Statistics Indonesia (Central Bureau of Statistics/ BPS). Therefore, this study explores how the relationship between revenue risk, capital expenditure or direct expenditure, audit opinion, and human development index with the performance of local government administration.
Research Method Statistical Models
To examine the association of financial characteristics and human development index with performance, this study uses the following regression models:
Measures of the variables in the regression models are as follows:  PERFORMANCE is the performance of local government which uses performance score from the Minister of Home Affairs Decree about the rank and status of performance of local government administration. The process of evaluating the performance of the regional government administration can be briefly explained as follows. The Government conducted an Evaluation of the Regional Government Administration (Evaluasi Penyelenggaraan Pemerintahan Daerah, EPPD), one of which was the Evaluation of the Performance of the Regional Government Administration (Evaluasi Kinerja Penyelenggaraan Pemerintahan Daerah, EKPPD). In conducting EPPD nationally the President formed the EPPD National Team, and in conducting EPPD regencies/cities the EPPD National Team was assisted by the governor as the Government's representative in the province. The EPPD National Team evaluates the Provincial, Regencies, and City Performance of Regional Government Administration (EKPPD) every year. EKPPD is conducted to assess the performance of the implementation of regional government in an effort to improve performance based on the principles of good governance. The objectives of EKPPD include the level of regional policymakers and the level of implementing regional policies. The government sets the rank and status of the performance of the implementation of regional government nationally for provinces, regencies, and cities with the Decree of the Minister of Home Affairs.  REVRISK (Revenue risk) is a transfer revenue that includes general allocation funds (dana lokasi umum, DAU), special allocation funds (dana alokasi khusus, DAK), and revenue sharing fund (dana bagi hasil, DBH) divided by locally-generated revenue (pendapatan asli daerah, PAD). Revenue risk is the amount of local government revenue from transfers relative to the locally-generated revenue.  RSLGR is revenue sharing fund (DBH) divided by locally-generated revenue (PAD),  GAFLGR is a general allocation fund (DAU) divided by locally-generated revenue (PAD), and  SAFLGR is a special allocation fund (DAK) divided by locally-generated revenue (PAD).  CAPEX (Capital expenditure) is capital expenditure divided by OPEX (operating expenditure).  LANDEX (Land expenditure) is land expenditure divided by OPEX.  EQUIPEX (Equipment expenditure) is equipment and machinery spending divided by OPEX.  BUILDEX (Building expenditure) is the expenditure of buildings divided by OPEX.  ROADEX (Road Expenditure) is road and network expenditure.  DIRECTEX (Direct expenditure) is direct expenditure divided by indirect expenditure.  OPINION (Audit opinion) is the audit opinion provided by the auditor of the Audit Board, with a value of 4, 3, 2, and 1 respectively if the audit opinion is unqualified opinion, qualified opinion, adverse opinion, and disclaimer of opinion respectively.  HDI (Human development index) is the human development index from Statistics Indonesia (Badan Pusat Statistik, BPS).  CITY is a city local government which is a dummy variable with a value of 1 if the local government is a city government, and 0 otherwise.  PROVINCE is the provincial local government which is a dummy variable with a value of 1 if the local government is a provincial government, and 0 otherwise.  REGENCY is regency local government which is a dummy variable with a value of 1 if the local government is a regency local government, and 0 otherwise.
Data and Sample
The data used in this study were obtained from various sources. The data on the financial characteristics and the size of local government is derived from the tabulation data of the budget realization report provided by the Directorate General of Fiscal Balance, the Ministry of Finance (Directorate General of Fiscal Balance, Ministry of Finance). Audit opinion data is obtained from a summary of the semester audit results (IHPS) that has been published on the Audit Board (Badan Pemeriksa Keuangan, BPK) website. Human development index data is taken from the website of Statistics Indonesia (Central Bureau of Statistics). Source of performance data and the type of local government is the Decree of the Minister of Home Affairs regarding the status and ranking of the performance of local government administration. The audit opinion is obtained from Summary of Semester Audit Results issued by the Audit Board.
The sample frame of this study is the result of the human development index tabulation published by the Statistics Indonesia (Central Bureau of Statistics). From the sample frame, the initial sample was obtained covering 548 local governments consisting of 96 city, 418 regency, and 34 provincial local governments from 2014 observation year. Financial data, particularly expenditure data, from the Directorate General of Fiscal Balance includes two types of classification, i.e. classification based on government accounting standards and classification based on the Minister of Home Affairs regulation. This study uses two groups (samples) of local governments: Sample 1 comprises of local governments reporting expenditures classified into operating expenditures and capital expenditures and Sample 2 covers local governments reporting expenditures classified into direct expenditures and indirect expenditures. After removing local government observations due to missing data, sample selection resulted in 385 observations consisting of 74 city, 305 regency, and 6 provincial local governments for Sample 1 and 53 observations consisting 7 city, 45 regency, and 1 provincial local governments for Sample 2.
Results and Discussion
Descriptive Statistics Table 1 presents descriptive statistics for Sample 1 (local governments reporting expenditures classified into operating expenditures and capital expenditures) which consists of 385 observations and Table 2 . presents descriptive statistics sample 2 (local governments reporting expenditures classified into direct expenditures) consisting of 53 observations. Comparison between Sample 1 and Sample 2 shows that Sample 1 has a higher performance, lower risk (REVRISK), better audit opinion (OPINION) and a higher human development index (HDI) compared to Sample 2. Both Sample 1 and Sample 2 show that the general allocation fund (GAFSLRG) is the largest component of income risk (REVRISK) and even the GAFSLRG dominates REVRISK.
Capital expenditure relative to operating expenditure (CAPEX) in Sample 1 is 0.35 which means that capital expenditure is only 35% of operating expenditure. The largest component of capital expenditure is the road, irrigation, and network (ROADEX), while the smallest component is the land expenditure (LANDEX). For Sample 2, direct expenditure relative to indirect expenditure is 1.19 which means that direct expenditure is greater than indirect expenditure (direct expenditure is 119% of indirect expenditure). Table 3 . and correlations for local governments reporting expenditures classified into direct expenditures and indirect expenditures (Sample 2) is presented in Table 2 . Table 3 . shows that performance is positively correlated with the human development index (HDI) and it also has a positive correlation with audit opinion (OPINION). However, Table 3 . does not show that there is a correlation between performance and financial characteristics of revenue risk (REVRISK) and capital expenditure (CAPEX). The components of revenue risk (REVRISK) which includes revenue sharing fund (RSLGR), general allocation fund (GAFLGR), and special allocation fund (SAFLGR) have a significant positive correlation with REVRISK. Likewise, capital expenditure components (CAPEX) consisting of land expenditure (LANDEX), equipment and machinery expenditure (EQUIPEX), building expenditure (BUILDEX), road and network expenditure (ROADEX) were significantly positively correlated with capital expenditure (CAPEX). Table 4 . shows that performance is positively correlated with the human development index (HDI) and also has a positive correlation with audit opinion (OPINION). However, in contrast to Table 3 ., Table 4 . shows that there is a negative correlation between performance and revenue risk (REVRISK) and REVRISK components which include general allocation funds (GAFLGR) and special allocation funds (SAFLGR). Table 4 . also shows that income risk (REVRISK) is significantly positively correlated with REVRISK components which include profit sharing funds (RSLGR), general allocation funds (GAFLGR) and special allocation funds (SAFLGR). Table 5 presents regression results for Sample 1 (for local governments reporting expenditures classified into operating expenditures and capital expenditures) -Model 1a and Model 1b. The regression results show that the financial characteristics that include revenue risk (REVRISK) and capital expenditure (CAPEX) have non-significant coefficients, which indicate that those variables are not associated with performance. The audit opinion coefficient (OPINION) is positive and significant at the 1 percent level indicating that audit opinion is positively related to performance. The coefficient of human development index (HDI) is positive and significant at 1 percent level indicating that the human development index has a positive association with performance. Table 6 . Model b shows that the coefficients of city local governments (CITY) and provincial local governments (PROVINCE) are negative and significant at 1 percent level indicating that those local governments have lower performance than regency local governments (REGENCY).
Regression Results
Regression results for Sample 1 (for local governments reporting expenditures classified into operating expenditures and capital expenditures) for Model 1c and Model 1d are presented in Table 6 . The regression results show that the coefficient of GAFLGR (general allocation fund to locally generated revenues ratio) as a component of revenue risk (REVRISK) is negative and significant at 5 percent level while the coefficient of SAFLGR (specific allocation fund to locally generated revenues ratio) as another component of REVRISK is positive and significant at 10 percent level. These mean that GAFLGR is negatively associated with performance while SAFLGR has a positive association with performance. None of the coefficients of capital expenditure components is significant except LANDEX (ratio of land expenditure to operating expenditure). It has a negative significant coefficient meaning that a high capital expenditure relative to operating expenditure has a negative relationship with performance. The results for the two independent variables, OPINION and HDI, are consistent with the results presented in Table. 5. Similarly, the results for control variables in Table 6 . are consistent with that in Table 6 . Regression results for Sample 2 (for local governments reporting expenditures classified into direct expenditures and indirect expenditures) for Model 2a and Model 2b are presented in Table 7 ., while Table 8 . presents regression results for Sample 2 (for local governments reporting expenditures classified into direct expenditures and indirect expenditures) for Model 2c and Model 2d. The table shows that the value of F is significant as the value of F in Table 5. and Table 6 . indicating that the regression models are fit. The R Square and Adjusted R Square values in Table 7. and Table 8 . are relatively higher than the R Square and Adjusted R Square values in Table 5. and Table 6 ., which indicate that the association of independent variables with the dependent variable in the regression model in Table 7. and Table 8 . is relatively higher than the association independent variables with the dependent variable in the regression model in Table 5. and Table 6 . Table 7 . has negative significant at 1 percent level indicating that the higher the revenue risk the lower the performance. GAFSL (ratio of general allocation fund to locally generated revenue) as a component of REVRISK has negative coefficient consistent with the coefficient of REVRISK in Table 7 . On the contrary, RSLGR (ratio of revenue sharing to locally generated revenue) has a significant positive coefficient indicating that RSLGR has a positive impact on performance. SAFLGR (ratio of specific allocation fund to locally generated revenue) is excluded because of multicollinearity problem. DIRECTEX (direct expenditure relative to indirect expenditure) has a non-significant coefficient. The results for OPINION and HDI in Table 8 . are consistent with that in Table 7 . and also consistent with the results in Table 5. and Table 6 . CITY and PROV have no different performance compared to regency local governments.
Results and Discussion
This study shows similarities and differences in findings between local governments reporting expenditure with the classifications of operating expenditures and capital expenditures and local governments reporting expenditures with direct expenditure and indirect expenditure classifications. This study also shows the similarities and differences in findings between financial characteristics that are not classified and classified.
Findings of this study indicate that the unclassified revenue risk for local governments reporting expenditures classified into operating expenditures and capital expenditure (Sampel 1) is different from that for local governments reporting expenditures classified into direct expenditure and indirect expenditure (Sampel 2). Revenue risk is negatively associated with the performance for the latter regional governments, whereas for the former local governments' revenue risk is not related to performance. This difference can be caused by differences in revenue risk and performance differences. Local governments in Sample 1 have relatively higher performance and have a lower revenue risk (REVRISK) than local governments in Sample 2. This can be seen in Table 1. and  Table 2 . Nevertheless, there are similar findings between the regional governments of the two different groups of local governments when the revenue risk is classified. The ratio of general allocation fund to locally generated revenue has a negative relationship with the performance for both groups of local governments. The general allocation fund (DAU) is the largest component of the transfer fund. This can lead to the finding that the negative effect of the revenue risk from the DAU on performance for the two local government groups shows similarities. Thus, because the ratio of general allocation funds to local revenue reflects the revenue risk, the higher the revenue risk the lower the performance. Local governments that have a high dependence on general allocation funds tend to have low performance and vice versa.
Unclassified expenditure has no effect on performance. The ratio of capital expenditure to operating expenditure is not related to performance. Similarly, the ratio of direct expenditure to indirect expenditure also does not relate to performance. These results can be caused by different characteristics of each capital expenditure component. The ratio of land expenditure to operating expenditure as one component of capital expenditure is negatively associated with performance. This can be caused by the nature of land expenditure which has the potential to cause problems in local government spending.
Audit opinion also plays a role in explaining performance. The quality of opinion reflects the quality of the administration of local government in terms of the compliance with government accounting standards, the adequacy of disclosure, the compliance with laws and regulations, and the effectiveness of the internal control system. This study finds that the better the audit opinion the higher the performance.
The human development index (HDI) is positively associated with performance. Local governments with high HDI tend to have high performance. In contrast, local governments with low HDI tend to have low performance. These findings indicate that the human development index that reflects the quality of human resources is able to explain the performance of local government administration.
Type of local government can explain the performance, that is city local governments have lower performance than the regency local governments. Similarly, provincial local governments have lower performance than the regency local governments.
Conclusion
The study finds that unclassified revenue risk has a negative impact on performance, especially for local governments that classify spending into direct expenditure and indirect expenditure. Classified revenue risk which is also negatively related to performance is the ratio of general allocation funds to local revenue which is the largest component of income risk. This finding applies to two local government groups. In contrast to these results, there is an revenue risk that is positively associated with performance, namely the ratio of revenue-sharing funds to locally-generated revenue for the local governments that classify expenditures into direct expenditure and indirect expenditure and the ratio of special allocation funds to locally-generated revenue for local governments that classify spending into operating and capital expenditure. In addition, land expenditure which is an element of capital expenditure is negatively related to performance. Local governments with large land expenditures tend to perform poorly. Another finding of this study is that local governments with good audit opinions tend to have high performance, and conversely, local governments with poor audit opinions tend to perform poorly. The results of this study also show that the human development index can also explain the performance of local governments. Local governments with a high human development index tend to have high performance. Other findings show that city local governments and provincial local governments have lower performance than regency governments especially for local governments that classify spending into operating and capital expenditure.
The implication of these findings is that local government stakeholders need to pay more attention to the components of revenue and expenditure in designing policies related to revenues and expenditures of local governments to achieve high levels of local government performance. The quality of financial reporting is also important to pay more attention to achieve a relatively high performance. In addition, the quality of human resources reflected in the human development index should also be considered in making performance planning. The city and provincial governments need to improve performance so as not to be left behind by the regency governments.
This study has limitations which, among others, are that this study uses the sample of local governments that classify expenditures into direct expenditure and indirect expenditure are relatively small compared to local governments that classify expenditure into operating and capital expenditure. In addition, further classification data on indirect and indirect expenditure cannot be clearly identified from the data source. These result in a limited analysis and results on the number of observations available. This study also faces obstacles in obtaining performance data because the Minister of Home Affairs' decision on the rank and status of performance of local government administration is usually published two years after the year of evaluation.
Future studies may use samples containing newer data when they are available to test the external validity of the results of this study. Subsequent studies may also be undertaken by considering contingency factors, which have not been considered in this study.
